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United States Patent and Trademark Office

MESSAGE FROM THE UNDER SECRETARY OF COMMERCE
FOR INTELLECTUAL PROPERTY AND DIRECTOR OF THE
U. S. PATENT AND TRADEMARK OFFICE

s the Under Secretary of Intellectual Property and Director of the United States

Patent and Trademark Office (USPTO), | have the privilege of serving at the helm

of the agency that is the Federal Government's tangible expression of
commitment to innovation and creativity. Itis a commitmentthat goes back to the first days
of our country. When the Founding Fathers created our new Republic, they carefully
drafted our Constitution to be limited in scope and Federal authority. As they painstakingly
crafted the institutions of our new government, the Founders also saw fit to include a
clause anticipating the establishment of a patent system and the protection of intellectual
property (IP). With their attention focused on the birth of a new Republic, why did they feel
the need to deal with what appears to be, at first blush, an obscure area of law?

The answer is as important to our generation as it was to theirs. They understood that their agrarian colony would never grow
to be an economic and technological giant unless there was an incentive for inventors to create, and for other inventors to study
and improve upon those creations. From this foresight came the American systems of patents, trademarks, and copyright
protection, which give inventors and authors the ability to enjoy, for a limited period of time, the exclusive economic benefits of
their genius.

As the importance of patents, trademarks, and other forms of IP to our economy has grown, the USPTO workload has
skyrocketed. For example, since 1992 the number of patent applications we receive has doubled. In addition, the complexity of
the technology in these applications is increasing rapidly. As a result, processing times are increasing and the quality of
examination is threatened.

As the clearinghouse for American innovation, the USPTO can ill afford to operate under these conditions. If we are to continue
to serve as a catalyst for technological innovation, we must be equipped to meet the challenges of the 21st century.
Our customers deserve - and the reality of trade and investment today demands — that we provide the highest quality services
in the shortest possible timeframe.

Issuing a quality patent and registering a quality trademark is our primary goal. Issuing them in a timely manner is essential.
Balancing quality and timeliness is our challenge.

Our 21st Century Strategic Plan, which | unveiled last year, provides a detailed road map for transforming the agency into a
quality-driven, highly productive, cost-effective organization. The key features of the plan will:

Enhance the quality of patent and trademark examining operations;

Accelerate processing time by transitioning from paper to electronic government (e-Gov) processing;
Control patent and trademark pendency and reduce time to first Office actions;

Concentrate office expertise as much as possible on core examination functions;

Provide for the hiring of almost 3,000 new patent examiners over the next five years; and

Expand our bilateral and multilateral discussions to strengthen IP rights globally and, through work sharing,
reduce duplication of effort among offices.

In July 2003, the House Judiciary Committee passed the fee-restructuring component of the Strategic Plan unanimously. As we
work to get this enacted, the USPTO continues to move forward aggressively on a number of quality and e-Gov initiatives.
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| am committed to hiring the people who make the best patent and trademark examiners, certifying their knowledge and
competencies throughout their careers, and focusing on quality in all aspects of the examination of patent and trademark
applications. To that end, this year we initiated programs to certify the knowledge and abilities of patent examiners and
trademark examining attorneys - before they are hired and throughout their career. We also hosted a number of customer
partnership meetings in the biotechnology/pharmaceutical/organic chemistry, semiconductor, and business method areas.
By sharing concerns and information, establishing cooperative training programs for examiners, identifying sources of prior art,
and helping applicants better understand the patent examination process, these meetings help to improve patent quality.

In addition to these quality enhancement initiatives, shifting from outmoded paper processing to more efficient, customer
friendly electronic processing has been a major priority. The USPTO continues to be a government-wide leader in implementing
e-Gov services for our customers. Despite budgetary limitations, this year we accelerated implementation time frames for the
Patent e-Gov program by adapting existing software developed by the European Patent Office (EPO). Using Patent e-Gov, all of
our customers will be able to file their applications, monitor application status, and provide supplemental materials on-line via
the USPTO web site (www.uspto.gov).

Our achievements on the operational front have also been matched this year on the international policy front, as we work to
protect American IP abroad. We seek a harmonized system that will allow for uniform worldwide treatment of patents and
trademarks, which will eventually provide faster, more affordable one-stop shopping for American businesses and
entrepreneurs who wish to protect their inventions and products abroad.

This year, through our newly established Offices of International Relations and Enforcement, we provided technical assistance
to foreign governments to improve their IP systems, trained foreign officials on IP enforcement, and worked with the United
States Trade Representative (USTR) in drafting IP sections in bilateral investment treaties and trade agreements. For example,
USPTO experts helped to successfully conclude negotiations on IP issues in free trade agreements with Singapore and Chile,
which were approved by Congress in July 2003. We also played a lead role in the ongoing negotiations of IP chapters of Free
Trade Agreements (FTA) with Australia, Morocco, Central American countries, and Latin America.

Our Nation possesses creative talents that make the world a better place. We rely on inventors to improve our lives, and we all
share the responsibility to make sure that our Nation's inventive tradition continues to flourish. Unbridled invention is one
hallmark of our legacy of freedom. If we foster this freedom and disseminate it around the world, there is no end to what we
can accomplish for tomorrow.

This Performance and Accountability Report summarizes the USPTQ’s achievements and challenges for fiscal year 2003. | am
pleased to certify, with reasonable assurance that, except for the one Federal Information Security Management Act (FISMA)
material weakness regarding information technology (IT) security specifically identified in the management control section of
this report, our agency’s systems of management control, taken as a whole, comply with Section 2 of the Federal Managers’
Financial Integrity Act (FMFIA) of 1982. Our agency is also in substantial compliance with applicable Federal accounting
standards and the United States (U.S.) General Ledger at the transaction level and with Federal financial system requirements.
Accordingly, our agency fully complies with Section 4 of the FMFIA, with no material nonconformances. In addition, we are
confident that the USPTQ'’s financial and performance data is reliable, accurate, and consistent, as we improve our ability to
measure progress toward performance objectives.

For the 11th consecutive year, we received an unqualified audit opinion on our annual financial statements. In addition, the
independent auditors’ report did not identify any material weaknesses, reportable copditions, or instances of noncompliance.
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JAMES E. ROGAN'= ;.;)

Under Secretary of Commerce for Intellectual Property and

Director of the United States Patent and Trademark Office
December 1, 2003
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MESSAGE FROM THE CHIEF FINANCIAL OFFICER

am pleased to present the USPTO's Fiscal Year (FY) 2003 Performance and

Accountability Report. This is my first report since becoming Chief Financial Officer

and Chief Administrative Officer in February 2003. It was an honor to be selected
for this role and | look forward to leading this fine organization.

This is our 11th consecutive year of unqualified audit opinions on our financial

statements and the seventh year in which our auditors noted no material weaknesses
in our control structure. In addition, this past year we received the prestigious
Certificate in Excellence in Accountability Reporting from the Association of

Government Accountants for our FY 2002 Performance and Accountability Report.
This was the first time we applied for the award. It was a tribute to our hard-working

staff that we earned it on our initial attempt and that we were the first
sub-departmental agency to do so.

During the third quarter of FY 2003, the Office of the Inspector General (0IG) reviewed the USPTO Information Technology
Security Program and reported substantial improvement over the previous year. In FY 2002, none of our critical information
systems were certified and accredited (C&A). At that time, 0IG recommended declaration of material weakness until the
C&A had been completed for all mission critical and classified systems. By contrast, in FY 2003 we accomplished rigorous
C&A in accordance with Government standards for all mission critical and classified systems. While the OIG reflected the
progress made in its annual FISMA review for the U.S. Department of Commerce (Commerce), the report recommends that
USPTO repeat its FISMA material weakness declaration in FY 2003 until all mission critical and classified systems receive
full authority to operate. The corrective action plan for addressing this weakness in FY 2004 is discussed in the management
controls section of this report.

Before | touch on some of the events that shaped this past year, | would like to reaffirm our organizational goals. These goals
center on continued support for the enterprise-wide transformation envisioned in our 27st Century Strategic Plan and
include continuing our own emphasis on becoming a world-class financial and administrative operation.

Our primary goal is to continue serving our customers with high-quality services. We will support our program offices in
meeting their 21st Century Strategic Plan performance commitments by providing them with high-performing recruits; we
will support our employees with superior services, including quality systems and effective training programs; we will serve
our patent and trademark customers with responsive financial services; and we will ensure our vendors receive timely
payment and courteous service. Finally, for everyone impacted by our move to the USPTQ’s new headquarters in Alexandria,
Virginia, we will ensure an efficient transition with minimal disruption to normal operations.

A corollary to the above goal is to continue producing relevant and reliable information for analysis and decision support.
This means continuing our successes in accountability reporting and taking every opportunity to participate in day-to-day
decision-making in all program and administrative areas.

Our 21st Century Strategic Plan reflects the goals of the President's Management Agenda, especially with regard to e-Gov,

integrating budget, performance, and cost data, and the strategic management of human capital. It is our intention to
provide the direction, advice, and resources to ensure that the Agenda goals are met.

n Message from the Chief Financial Officer
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This past year significant progress was made on the construction of our state-of-the-art facility in Alexandria. This complex
will allow us to meet the logistical, operational, and security requirements included in our 27st Century Strategic Plan.
The first phase of occupancy began in December 2003.

At the beginning of the year, we implemented a new core financial accounting and reporting system, Momentum Financials.
| am pleased to say that all of our financial and procurement systems are certified and accredited in accordance with
designated standards. We also made progress in a variety of other areas, including building more flexibility and security into
our on-line transaction processing, creating innovative procurement strategies, and ensuring smooth implementation of
recent international trademark standards.

As noted in so many Chief Financial Officer messages like this government-wide, past achievements and challenging goals
can only be accomplished by the truly dedicated efforts of our workforce. | am privileged to be part of this fine community
of individuals and to have the honor of leading them in their continuing efforts. | am also pleased to have the opportunity to
contribute to the government-wide effort to accomplish the President's Management Agenda, and to restore respect and
sound stewardship to government financial and administrative operations.

ﬁi lqr'-xmi, ,%u»tsiuf_;

Jo-Anne Barnard
Chief Financial Officer
December 1, 2003
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USPTO VISION

MISSION AND ORGANIZATION OF THE USPTO

The USPTO will lead the way in creating a quality-focused, highly productive, responsive

organization supporting a market-driven Intellectual Property system for the 21st Century.

MISSION STATEMENT

The USPTO mission is to ensure that the Intellectual Property system contributes to a strong global economy, encourages
investment in innovation, and fosters entrepreneurial spirit. Intellectual Property is an invention or creation embodied in the form
of a patent, trademark, trade secret, or copyright.

For over 200 years, the basic role of the USPTO has remained the same - to promote the progress of science and the useful arts by
securing, for limited times to inventors, the exclusive rights to their respective discoveries (Article 1, Section 8 of the United States
Constitution). American industry has flourished under this system of protection as new products have been invented; new uses for
inventions have been discovered; and employment opportunities have been created for millions of Americans. Patents and
trademarks have long protected American creativity and ingenuity. The first patent was issued in 1790 for a method of making
potash fertilizer and the oldest active trademark was originally registered in 1884 for SAMSON, a design for “cords, lines, and
ropes.” The strength and vitality of our economy depends directly on effective mechanisms that protect new ideas and investments
in innovation and creativity. The continued demand for patents and trademarks underscores the ingenuity of American inventors
and entrepreneurs. The USPTO is at the cutting edge of our Nation's technological progress and achievement.

The primary services provided by the USPTO are processing patent and trademark applications and disseminating patent and
trademark information. Through issuing patents, we encourage technological advancement by providing incentives to invent,
invest in, and disclose new technology. Through registering trademarks, we assist businesses in protecting their investments,
promoting quality goods and services, and safeguarding consumers against confusion and deception in the marketplace.
By disseminating both patent and trademark information, we promote a global understanding of IP protection and facilitate the
development and sharing of new technologies worldwide.

Under Secretary Rogan congratulates
former Senator John Glenn after
presenting him with the Life-Time
Achievement Award from the
National Inventors Hall of Fame.
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LOCATION, ORGANIZATIONAL STRUCTURE, AND WORKFORCE

The USPTO is a Federal agency in Commerce. During FY 2003, the office occupied a combined total of over 1,400,000 square
feet in 18 buildings in the Crystal City neighborhood of Arlington, Virginia. In addition, the USPTO has two storage facilities in
Springfield and Alexandria, Virginia and leased storage space in Boyers, Pennsylvania. On September 30, 2003, the USPTO
workforce was comprised of 6,723 Federal employees, including 3,637 patent examiners and 355 trademark examining attorneys.
In addition, USPTO has approximately 4,300 contract employees.

The USPTO has evolved into a unique Government agency. Since 1991 - under the Omnibus Budget Reconciliation Act (OBRA) of
1990 - the USPTO has operated in much the same way as a private business, providing valued products and services to our
customers in exchange for fees that are used to fund our operations. The powers and duties of the USPTO are vested in an Under
Secretary of Commerce for Intellectual Property and Director of the USPTO who consults with the Patent Public Advisory Committee
and Trademark Public Advisory Committee. The USPTO has two major business lines - Patents and Trademarks - as shown in the
following organization chart:

UNITED STATES PATENT AND TRADEMARK OFFICE

Under Secretary of Commerce for Intellectual Property and
Director of the United States Patent and Trademark Office

Deputy Under Secretary of Commerce for Intellectual Property and
Deputy Director of the United States Patent and Trademark Office

Patent Public Trademark Public
Advisory Committee Advisory Committee
Office of Public
_ Affairs
Commissioner Commissioner for
for Patents Trademarks
| I
I | I [ |
Deputy Commissioner Deputy Commissioner Deputy Commissioner

Deputy Commissioner Deputy Commissioner for

for Patent Operations fpr Pe_atent _ for Patent Res_ources Trademark Operations forlTra(-Iemark‘
Examination Policy and Planning Examination Policy
Trademark
Technology Centers Law Offices
Og(hmf Flnznélsl ‘ Administrator for Office of the Chief Information
cer andLnie External Affairs General Counsel Officer

Administrative Officer

Management Discussion and Analysis
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PERFORMANCE GOALS AND RESULTS

USPTO STRATEGIC PLAN

The Government Performance and Results Act (GPRA) requires that agencies plan and measure the performance of their programs.
In carrying out GPRA, the USPTO prepares a Strategic Plan, an Annual Performance Plan, and an Annual Performance Report.
The USPTO began FY 2003 guided by the Strategic Plan that was developed in FY 1994 and updated in FY 1999, which includes the
period FY 1999 through 2004. While the mission, goals, and strategies have served us well, the environment in which the IP system
operates worldwide has changed dramatically. There are an estimated 11.9 million pending patent applications in the world's
examination pipeline. Technology has become increasingly complex, and customer demands for higher quality products and services
have escalated. This dynamic, along with Congressional concerns about the USPTO's ability to continue to operate under a traditional

Under Secretary Rogan confers with
Subcommittee Chairman Lamar Smith
prior to testifying before the House
Judiciary Subcommittee on Courts, the
Internet and Intellectual Property.

business model, led to the development of the 27st Century Strategic Plan. To deal with these concerns, the USPTO developed a
response to the environmental challenges facing the USPTO and to address the issues raised by the Congress and our stakeholders.
The 21st Century Strategic Plan is a far-reaching and aggressive plan designed to transform the USPTO into an organization that is
responsive to the global economy. After implementation of the plan, market forces will drive our business model, geography and
time will be irrelevant when doing business with the USPTO, products and services will be tailored to customer needs, and
examination will be our core expertise. The plan is centered around three long-term cross-cutting strategic goals:

® Agility — Address the 21st Century economy by becoming a more agile organization. We will create a flexible
organization whose leadership and work processes can handle the increasing expectations of our markets, the growing
complexity and volume of our work, and the globalization that characterizes the 21st Century economy. We will work
with our partners, both bi-laterally and multi-laterally, to create a stronger, better-coordinated, and more streamlined
framework for protecting IP around the world. We will transform the USPTO workplace by radically reducing labor-
intensive paper processing.

Management Discussion and Analysis n
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® Capability — Enhance quality through workforce and process improvements. We will make patent and trademark
quality our highest priority by emphasizing quality in every component of the plan. Through timely issuance of high-
quality patents and trademarks, we will respond to market forces by promoting advances in technology, expanding
business opportunities, and creating jobs.

® Productivity — Accelerate processing times through focused examination. We will reduce patent and trademark
pendency, substantially cut the size of our backlog of work, and recover our investments in people, processes,
and technology.

The 21st Century Strategic Plan was made public in June 2002. At the same time, the USPTO proposed a reallocation of FY 2003
resources to fund the 21st Century Strategic Plan and the USPTO put forth proposed legislation to restructure the USPTO’s fee
schedule to generate additional fee income needed to make critical investments in support of the 21st Century Strategic Plan.
Although the USPTO was applauded for putting forth an innovative and comprehensive plan, a number of key components - many
related to the USPTO's fee structure - generated controversy. The USPTO has listened to stakeholders and applicants and is
consulting with the Patent and Trademark Public Advisory Committees to identify alternative actions that would be amenable to
applicants and the public while addressing the challenges the USPTO is facing in the 21st century.

In FY 2003, the USPTO continued adopting the goals and objectives put forth in the plan, to the extent they were consistent
with Congressional intent and supported by our stakeholders and applicants. The 21st Century Strategic Plan was reissued in
February 2003 and received support from organizations throughout the patent community. The 21st Century Strategic Plan can
be found on the USPTO web site: http://www.uspto.gov/web/offices/com/strat21/index.htm

Under Secretary Rogan welcomes a group of newly hired patent examiners, part of the 308 examiners hired in FY 2003.

n Management Discussion and Analysis
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PERFORMANCE DATA VERIFICATION AND VALIDATION

Jo-Anne Barnard, Chief Financial Officer

and Chief Administrative Officer, Nick Godici,
Commissioner of Patents, and Michelle Picard,
Director, Office of Finance, (seated left to right)
pose with members of the Annual Performance
Review team. The team received the
“Certificate of Excellence in Accountability
Reporting Award,” from the Association of
Government Accountants for the USPTO
Fiscal Year 2002 Performance and
Accountability Report.

In accordance with GPRA requirements, the USPTO is committed to making certain that performance information reported is
reliable, accurate, and consistent. To ensure the highest quality data, the USPTO has developed a strategy to validate and verify
the quality of the USPTO's performance information. The USPTO has undertaken the following:

® Quality reviews — USPTO conducts ongoing reviews on the quality of patent and trademark examination. The focus
of the review for patent applications is threefold: (1) identify patentability errors, (2) assess adequacy of the field of
search and proper classification, and (3) assess proper examination practice and procedures. For trademark
applications, the review includes four areas: (1) substantive statutory criteria for registrability, (2) search for confusingly
similar marks, (3) proper examination practice and procedure, and (4) proper application of judicial precedents.
The information from these reviews helps our business units identify necessary training with the goal of enhancing
overall product quality and improving the consistency of examination. Analysis of review data is reported to patent and
trademark management. These reports serve as a tool for educating examiners and examining attorneys. In addition
to reporting specific errors, the analysis identifies recurring problems and trends.

® Certification — The Patent and Trademark Organizations are responsible for providing performance data. The USPTO
holds program managers accountable for ensuring data accuracy, and that the performance measurement source is
complete and reliable.

The OIG also contributes to the USPTO's efforts to assure audit and evaluation coordination and coverage of USPTO goals. The OIG
conducted the following types of audits and evaluations:

® Program evaluations — Program evaluations are cyclical in nature. While no program evaluations were completed in
FY 2003, one was completed in FY 2002. The OIG reviewed the USPTO’s performance measures included in the
Commerce’s Annual Performance Plan (Minor Improvements Needed in Reporting Performance Results, FSD-
14429/March 2002). The purpose of the review was to validate the measures and the data collection tools and methods.

Management Discussion and Analysis n
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The results of the audit showed that management controls were in place and operating effectively regarding the
collection, validation, and reporting of performance measures. In addition, the report stated that the USPTO was
committed to developing and producing quality performance measures. Several minor recommendations were
reported and have subsequently been implemented by the USPTO in FY 2003. This report can be found at:
www.oig.doc.gov/reports/2002-3/20023-14429.01.pdf.

® Financial statement audit — During the FY 2003 financial statement audit, various tests and reviews of the primary
accounting system and internal controls were conducted as required by the Chief Financial Officers' Act. In their
FY 2003 report, the auditors reported no material weaknesses in internal controls or material compliance violations.
The auditors issued an unqualified opinion on USPTO's FY 2003 financial statements.

USPTO PERFORMANCE GOALS

The USPTO Performance Plan, which is included in our annual budget submission, has three core goals and ten performance
measures for FY 2003. Information on the goals and measures is contained in the next two sections: Patent Performance and
Trademark Performance.

Deputy Under Secretary
Dudas swears in Rick D.
Nydegger, the new
Chairman of the Patent
Public Advisory Committee.

n Management Discussion and Analysis
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PATENT PERFORMANCE

The core process of the Patent Organization is the examination of an inventor’s application for a patent by comparing the claimed
subject matter of the application to a large body of technological information to determine whether the claimed invention is new,
useful, and non-obvious to someone knowledgeable in that subject matter. In the course of examining a patent application, a
patent examiner makes a determination on the patentability of the claimed subject matter. Examiners are also responsible for
preparing examiner's answers on appealed applications and preparing interference proceedings to determine priority of ownership.

Other phases of the examination process include: pre-examination, where the application receives an initial administrative review;
post-examination, where the published application or issued patent is disseminated to the public; and a quality review function,
which reviews a random sample of both in-process and allowed applications. Additionally, the Patent Cooperation Treaty (PCT)
office administers the processing of international patent applications. The Search and Information Resources Administration is
responsible for managing all Patent automation activities, implementing and maintaining classification schemes for organizing and
retrieving technical information contained in patents and other documents in the search files, and acquiring, maintaining, and
providing access to scientific and technical literature in support of the examination process. The Board of Patent Appeals and
Interferences (BPAI) conducts interference proceedings, as well as decides appeals regarding issues of patentability.

In FY 2003, the Patent Organization received 333,452 Utility, Plant, and Reissue patent applications. Additionally, preliminary data
indicates that 243,007 pending applications were published within 18 months after filing and 173,072 patents were granted.

The Patent Organization made significant strides towards achieving the e-Gov and quality goals of the 21st Century Strategic Plan
by implementation of the Image File Wrapper (IFW) and quality initiatives. The IFW is an electronic version of the paper patent
application file wrapper, and is created by scanning all papers in the file wrapper using a modified version of the software initially
developed by the EPO. The IFW provides instant and concurrent access to a patent application, eliminates examiner interruption
for paper entry, and eliminates lost or damaged papers from paper patent applications. The IFW has already been deployed to the
Office of Initial Patent Examination and portions of the Patent Examination Corps, with an expectation of full deployment by
October 2004. As a result, over 225,000 electronic applications are now considered the official file, and all newly filed patent
applications are now processed in an electronic environment.

The quality initiatives implemented by the Patent Organization include: a pre-employment assessment of communication skills for
new hires through oral interviews and writing samples, supervisory training for effective work product reviews, redesigning the
quality review process by expanding in process reviews, pilot training programs in art units for new examiners, and finalizing the
process for certifying the formal knowledge, skills, and abilities (KSA) required of examination staff at various stages of their
careers. The Patent Organization quality initiatives will ensure the highest quality patent examination possible by certifying that
patent examiners, supervisory patent examiners, and quality assurance specialists have the requisite skills by providing the most
pertinent and up-to-date training and enhanced review processes.

Management Discussion and Analysis n
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Specific performance results related to the Patent Organization goals and measures are as follows:

GOAL: AGILITY — Address the 21st Century Economy by Becoming a More Agile Organization

Under the 21st Century Strategic Plan, the USPTO will work with our IP partners to improve the efficiency of our processing
systems by increasing the number of applications and communications received and processed electronically, create more
coordinated and streamlined work processes, and best position the USPTO for the globalization that characterizes the 21st century
economy. The following performance measure has been established to reflect the USPTO's success and progress in meeting the
21st Century Strategic Plan goals for agility.

NEW MEASURE: Applications Filed Electronically

APPLICATIONS FILED ELECTRONICALLY

DATA VALIDATION AND VERIFICATION

Data source: Patent Application Location and
Monitoring (PALM) system.

] Frequency: Daily input, weekly reporting.
. Data storage: PALM and automated systems.
| Verification: Accuracy of supporting data is
controlled through internal
1 program edits in the PALM
. system and cross checks against
o A AR other automated systems.

PERCENT

C T R A
~
I ) O A N

FY 2003 Data Limitations: None.
1 |
I Target Actual I
| Fya00 FY 2001 FY 2002 FY 2003
Target — — — 2.0%
Actual — — — 1.3% not met

Discussion: Target not met. This measure indicates USPTO's support of, and applicants’ willingness to operate in, an e-Gov
environment and identifies the percent of basic patent applications filed electronically. There is some reluctance on the part of
the patent applicants to file electronically including: 1) customers are familiar with the paper based systems already in place;
2) they have not invested the time and resources necessary to upgrade their internal processes to enable them to file electronically;
and 3) they would like to receive some incentive (in the form of fee reduction) for filing electronically.

n Management Discussion and Analysis



Performance and Accountability Report: Fiscal Year 2003

GOAL: CAPABILITY — Enhance the Quality through Workforce and Process Improvements

Under the 21st Century Strategic Plan, Patents will enhance current quality assurance programs to include a more in-depth review
of work in progress. This will include the implementation of in-process reviews, “second pair of eyes” reviews, and end-process
reviews. In addition, the Patent Organization is creating new programs for certifying the KSAs of their employees.

With the 27st Century Strategic Plan, the USPTO developed a number of new measures to assess its achievement toward the
capability goals. For those new measures, the USPTO will need to establish its baseline performance during FY 2004 before
establishing its out-year targets and annual goals.

MEASURE: Improve the quality of patents by reducing the error rate

QUALITY OF PATENTS

DATA VALIDATION AND VERIFICATION

Data source: Office of Patent Quality
Review Report.

Frequency: Daily input, monthly reporting.
Data storage: Automated systems, reports.
. Verification: Manual reports and analysis.
) Data Limitations: None.
. lamm

FY 2000 FY 2001 FY 2002 FY 2003

© o S N
PERCENT
© | N N

Target Actual
I FY 2000 FY 2001 | FY2002 | FY 2003
Target — 5.5% 5.0% 4.0%
Actual 6.6% 5.4% 4.2% 4.4% not met

Discussion: Target not met. An error is defined as at least one claim within the randomly selected allowed application under
quality review that would be held invalid in a court of law, if the application were to issue as a patent without the required
correction. Some examples of errors include the issuance of a claim having anticipatory prior art under 35 U.S.C. 102, or relevant
prior art under 35 U.S.C. 103 that would render the allowed claim obvious. Other errors include lack of compliance of the claim
to the other statutory requirements (e.g., 35 U.S.C. 101, 35 U.S.C. 112) and judicially created doctrines. The error rate is the ratio

I of allowed applications with errors to the total number of allowed applications reviewed. I

The USPTO fell short of its FY 2003 target; however, under the 21st Century Strategic Plan, the Patents Organization is enhancing
current quality assurance programs to include a more in-depth review of work in progress.

Management Discussion and Analysis
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DISCONTINUED MEASURE IN FY 2003: /mprove overall customer satisfaction

I INCREASING CUSTOMER SATISFACTION

) DATA VALIDATION AND VERIFICATION
704
| Data source: Customer surveys.
= o 4 Frequency: Surveys are conducted and
"” results are reported annually.
| v Data storage: Paper files and contractor
60 - g
e electronic files.
- i Verification: Internal statistician develops
| | o 554 data instrument, conducts survey,
] and compiles results. Review of
4 results is performed internally
FY 2000 FY 2001 FY 2002 FY 2003 by sl ISl
Target Al Data Limitations: None.
] FY 2000 | FY2001 FY 2002 FY 2003
Target 60% 67% 67% 67%
Actual 64% 64% 63% 67% met

Discussion: Target met. The USPTO improved its customer service score four percentage points over FY 2002 and achieved its
target. Key drivers of customer satisfaction -- satisfaction with overall search, as well as problem resolution, increased 23 percent
and nine percent, respectively. The USPTO has been surveying customers of the patent process since FY 1995.

GOAL: PRODUCTIVITY — Accelerate Processing Times Through Focused Examination

In support of the 21st Century Strategic Plan, the USPTO will reduce patent pendency and substantially cut the size of the work
backlog. This will be accomplished through a radical redesign of the entire patent search and examination system based upon
multi-examination tracks, greater reliance on commercial service providers, and variable, incentive-driven fees. While the USPTO's
long-term patent pendency goal remains 18 months, this goal will not be achieved in the near future because of the higher priority
placed on quality and patent e-Gov initiatives. However, USPTO will produce, on average, a first Office action for first-filed U.S.
non-provisional applications at the time of 18-month publication. In addition, a patent search report for other patent applications
will be issued in the same time frame.

The two primary measures of Patent Organization processing time are: (1) first action pendency, which measures the average time
in months until an examiner’s initial determination is made of the patentability of an invention; and (2) total pendency, which
measures the average time in months until an examiner either allows the patent to issue or the application is abandoned by
the applicant.
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Performance

MEASURE: Reduce average first action pendency (months)

and Accountability Report:

Fiscal Year

200 3

FIRST ACTION PENDENCY

M ONTHS

el

FY 2000 FY 2001 FY 2002 FY 2003

Target Actual

| _Fam FY 2001 FY 2002 FY 2003

14.2 13.9

14.4

Target

Actual 13.6

DATA VALIDATION AND VERIFICATION

Data source:
Frequency:
Data storage:
Verification:

Data Limitations:

14.7
16.7

PALM system.
Daily input, monthly reporting.
PALM, automated systems, reports.

Accuracy of supporting data is
controlled through internal program
edits in the PALM system. Final test
for reasonableness is performed
internally by patent examiners

and supervisory and program
management analysts.

None.

18.4
18.3 met

Discussion: Target met. The initiatives identified in the USPTO 21st Century Strategic Plan will continue to reduce patent pendency,
substantially cut the size of the work backlog, and recover our investments in people, processes, and technology.

MEASURE: Reduce average total pendency (months)

TOTAL

30
wv

20 4
= =
- |
=2
o 10 1
E -

Yy

FY 2000 FY 2001 FY 2002 FY 2003
Target Actual

| P2 FY 2001 FY 2002 FY 2003

26.2
25.0

26.2
24.7

Target
Actual

PATENT PENDENCY

DATA VALIDATION AND VERIFICATION

Data source:
Frequency:
Data storage:
Verification:

Data Limitations:

26.5
24.0

PALM system.
Daily input, monthly reporting.
PALM, automated systems, reports.

Accuracy of supporting data is
controlled through internal program
edits in the PALM system. Final test
for reasonableness is performed
internally by patent examiners and
supervisory and program
management analysts.

None.

21.7
26.7 met

I Discussion: Target met. Total pendency is the estimated time in months from filing to issue or abandonment of the application. I
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United States Patent and Trademark Office

NEW MEASURE: Efficiency

I EFFICIENCY I

I $3,600 1 DATA VALIDATION AND VERIFICATION I
«n $3,400 1 Data Source: PALM system.
e Frequency: Daily input, quarterly reporting.
< $3,2001 Data storage: PALM, Data Warehouse, Metify
I - Activity Based Management (ABM). I
i = $3,000 1 Verification: Accuracy of supporting data is 1
© controlled through internal program
2 78004 edits in PALM, Momentum, Metify
' ABM. Quality control review of data
| P by Activity Based Cost Accounting |
$2,600 - (ABC) team and program business
FY 2000 FY 2001 FY 2002 FY 2003 teams.
Data Limitations: None.
Target Actual

| P2 FY 2001 FY 2002 FY 2003

Target = $3,444

Actual $2,917 $3,.210 $3,376 $3,329 met

by dividing total USPTO expenses associated with the examination and processing of patents (including associated overhead and
support expenses) by production units. It should be noted that in prior years, patent output was represented by disposals. That has
been changed to production units and all patent measures, both actuals and targets have been recalculated using production units.
It should be noted that this measure does not represent the average life cycle cost of a patent since office production units are only
I one measure of USPTO products and services.

Discussion: Target met. This measure is a relative indicator of the efficiency of the patent process. The measure is calculated ‘
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Performance and Accountability Report: Fiscal Year 2003

PATENT COMMISSIONER'S PERFORMANCE FOR FY 2003

The American Inventors Protection Act (AIPA), Title VI, and Subtitle G, the Patent and Trademark Office Efficiency Act, establi